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“Europe can often appear a 
somewhat unwitting victim of 
events outside of its control.”
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In this quarter’s publication, we focus on Europe – in 

particular to see if it is still an attractive place to invest 

despite the apparent headwinds. 

Europe can often appear a somewhat unwitting victim of 

events outside of its control. It certainly didn’t start the trade 

fight between the US and China, but it is perhaps the German 

economy where the bruises from these tensions are currently 

most visible. The UK’s decision to go it alone was the UK’s, 

but plenty of European diplomatic and financial resources 

are being sucked into the process even so. Meanwhile, the 

continent’s central bankers are applying increasingly desperate 

monetary CPR, and her stock and bond markets seem to have 

few cheerleaders in the international investment community. 

However, this is just the kind of list that should have contrarian 

investors licking their lips. Extrapolative doom is one of 

the most important fuels for asset mispricing and investor 

opportunity. For example, it is easy to imagine that a more 

persistently unfriendly international trade environment is 

actually helping the EU to forge a more credible regional 

hegemon. Just as Brexit, when and if it does eventually happen, 

potentially could be helpful for further EU integration. The 

residual, more committed core of European countries would 

perhaps have greater scope to move to the next stage of the 

construction of the necessary fiscal and political architecture 

for the euro. 

None of this is to underestimate the problems that the euro 

project faces. They remain considerable. However, a more 

even-handed assessment of both the risks and opportunities 

perhaps explains why we remain happy allocating significant 

long-term investment resources to the region’s stock and bond 

markets.

In this publication, we look at the past and present of this 

most ambitious of projects to see what they can tell us about 

its future. We also look at some of the comparisons between 

Japan’s recent history and the current plight of Europe, with 

particular reference to the German bond market. Our Head of 

Manager Selection takes a look at some of the investor style 

biases and how we should think about them in the context of 

the region’s equity markets. Finally, we showcase some of the 

talent and insight of our interns, as Tom Harris takes on the 

subject of climate change and what financial markets can do 

about it. Well worth a read. 

As always, we hope you enjoy this edition of Compass and 

welcome any feedback.

Warmest regards,

Solomon Soquar  
Head of Barclays Investment Solutions

October 2019
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Will Hobbs, CAIA
+44 (0)20 3555 8415
william.hobbs@barclays.com

The subject of Europe and the euro is marmite in the UK at the moment. Few seem not 

to have a view. Many of those who voted ‘Remain’ back in 2016 seem to have acquired a 

deep and seemingly unconditional love of the project. While, on the other side, a fervent 

loathing for all that the euro stands for has taken hold amongst some of the more 

passionate believers in Brexit. We explore below what the past and present might tell us  

about the future of this most ambitious of projects. 

The (distant) past 
It would be a mistake to assume that the European project was dreamt up a couple of decades ago by some grey-faced 

bureaucrats. It can be plausibly argued that the unfinished union you see today can date its origins easily back to the 18th century. 

Then, as now, there were myriad motivations behind the uniting of a diverse group of cultures and languages. Some of these 

early integrationist instincts can be seen as a response to a then revitalised Russia, unleashed by the reforms of Peter the Great. 

However, much can also be chalked up to attempts to build ‘perpetual peace’1 on a continent that was then ravaged by seemingly 

perpetual war. Interestingly, many contemporary texts and sources talk of the commercial benefits of such a union. But efforts to 

forge one struggled to gain traction.

As the 19th century aged, fresh impetus for union came from a somewhat surprising source – North America. By the end of the 

century, the rise of America was becoming increasingly impossible for Europeans to ignore. Its rise provided two kinds of stimulus 

for the Europeans: first, its booming economic clout and geopolitical swagger were seen as a threat of course, to which the logical 

response would be to pool European resources. 

However, America also provided a successful template for the benefits of the clubbing together of a diverse group of states. It was 

George Washington, in a letter to the (French) American revolutionary war hero Lafayette, who is thought to have first coined the 

phrase ‘United States of Europe’. That language did not become prominent in Europe until the middle of the 19th century, but it 

still illustrates that the idea is far from a new one. 

Nonetheless, plans for union again stumbled. This time it was the mutual antipathy between the French and Germans that proved 

the major stumbling block, particularly over the contested region of Alsace Lorraine. 

It took the horrors of two world wars to apply the final push for Europe to start the process of integration in a more meaningful 

fashion. The treaties of Paris and Rome in the 1950s were the first real building blocks towards the incomplete union we see today2. 

The present
The problems that Europe and the euro face are many (Figure 1). To do them justice would require a far longer essay. However, 

when trying to cut through it all and identify the most important deficiency, one former Irish central banker coined the phrase 

‘transferphobia’3. This describes the stark differences in economic character (and others) between Northern and Southern Europe: 

different languages, cultures, and most importantly, attitudes to thrift. 

The euro – past, present and future

“It was obvious that he was a man who marched through life to the rhythms of 
some drum I would never hear.” 
(Hunter S. Thompson, Hell’s Angels: A Strange and Terrible Saga)

1  A Plan for a Universal and Perpetual Peace, part IV of Principles of International Law (1786–89), Jeremy Bentham.

2  Talking politics podcast, David Runicman and Catherine Carr.

3  The Future of European Integration after 20 Years of the Euro – Pierre Moscovici (European Commission), Marco Buti (European Commission), Patrick Honohan 
(PIIE), Charles A. Kupchan (Council on Foreign Relations), Rebecca Patterson (Bessemer Trust), and Jeromin Zettelmeyer (PIIE).
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FIGURE 1: The eurozone debt crisis hasn’t been kind to 
the euro
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The concern from the likes of Germany, the Netherlands and 

others classed within the thrifty bunch is of subsidising the 

profligacy of the south. The inability to build the vital missing 

architecture in the euro – from the ability to consolidate 

government debt across the region (Eurobonds) to the ability 

to have a centralised budget – can be chalked up to this 

continuing perception (Figure 2). 

FIGURE 2: Large regional inequalities still exist within 
the eurozone
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In this integrationist no man’s land, the continental European 

economy continues to list a little. Or at least, certain parts of it 

do. Central bankers continue to battle to generate any inflation, 

and populist, separatist forces continue to have the scope to 

undermine the project’s integrity.

The future
As with all crystal ball gazing, apply plenty of salt. However, 

there are a number of points that we can plausibly make.

First, a study of the periods in history when international trade 

has flourished and when it has not points to some interesting 

concepts. The periods characterised by lower barriers to 

international trade have often coincided with the presence of 

a dominant global superpower: the US in the post-war period, 

the UK for a large chunk of the 18th and 19th centuries, and 

the Dutch before that. 

In the periods when the pack seems to be catching up with 

the hegemon, we’ve found the opposite – persistently higher 

barriers to international trade. The point is that we could 

be entering a prolonged period where the dominant global 

superpower feels the competition’s breath on its neck, and 

responds as its predecessors have. 

If such a period is in the offing, then trade within regional 

blocks such as the US, Asia and Europe could become more 

important and relatively less expensive than trade between 

them. In some senses, this could actually be helpful to the 

European project.

Second, one of the more interesting recent political trends 

on continental Europe has been the surge in support for 

Green parties. This change in European political hue has 

been accompanied by increasingly concrete talk of a ‘Green 

New Deal’ – a massive spending project to rival President 

Roosevelt’s post-war fiscal splurge, aimed at updating 

all aspects of the energy infrastructure in Europe. Such a 

package could even conceivably be a Trojan Horse for some 

sort of pooling of fiscal sovereignty. Could it be that the hard 

deadlines resulting from soon-to-be irreversible damage to our 

environment are actually helpful for the euro?

There is, of course, an alternate scenario, or several, where 

the union does not survive in its current form. Its half-finished 

fiscal and political architecture means that it is much easier to 

imagine a break-up of the euro project, than it is to, say, the 

United States of America. 

This doesn’t mean that it is easy to conceive. There were no 

trap doors built in deliberately. It would be hard to exaggerate 

what an economically disruptive event a break-up would be, 

and not just for Europe. Depositors would naturally seek ways 

to protect the value of their deposits. Bank runs and liquidity 

droughts would surely follow.
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The long history of attempted unions cited above suggests 

that this may not be the last attempt by Europeans to pool 

their resources. However, no matter what side of the Brexit 

debate you sit on, it would be a somewhat bizarre act of 

economic self-harm to actually court the break-up of the euro. 

Investment conclusion
Our main tactical position in Europe at the moment is an 

underweight to the region’s high quality bonds. This is not a 

bet that all is rosy on the continent. It is a more an assertion 

that the gloom baked into the world’s bond market, including 

those traded in Europe, is excessive. 

We don’t currently have much of a tactical axe to grind in 

the region’s stock markets. However, European equities still 

play an important role in the bigger strategic picture for our 

investments. 

The point for us is that despite its many problems and 

contradictions, the euro is likely here to stay. We need to 

position our investments accordingly. 
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The original widow-maker
A helpful starting point may be to first understand why Japanese  

yields have remained low. Japanese yields began falling in the 1990s,  

as deflation and slow growth from the bursting of a real estate  

bubble led the Bank of Japan (BoJ) to slash rates aggressively.  

At the same time, the Japanese government began borrowing  

large amounts of money to fund large spending projects,  

in the hope that it would reverse Japan’s malaise. 

By the 2000s, Japan had both the lowest bond yields and 

the highest debt levels among major developed countries. 

This prompted many to speculate that high debt levels and 

slowing long-term growth from an ageing population would 

put pressure on Japanese bonds. 

Many investors began betting that Japanese government 

bonds would lose money as a result. But it just hasn’t 

happened. Despite their low yields, Japanese government 

bonds remain in high demand among domestic investors, 

either for regulatory or behavioural reasons. 

There’s also the buying pressure from the BoJ’s bond 

purchasing activities (quantitative easing). Inflation remains 

stubbornly low, and investors have long lost faith in the 

BoJ’s ability to bring inflation up to its 2% target. The BoJ 

itself, with little room left to cut rates, can only commit itself 

to keeping rates low. All these factors have kept a lid on 

Japanese bond yields.

Parallels between Germany and 
Japan
In many ways, Germany’s situation bears an eerie 

resemblance to Japan’s. Similar to Japan, it’s beset by the 

same low growth/inflation mix. Germany’s population is 

ageing as well, and population growth is slowing. Inflation 

remains low despite interest rates being dropped to negative 

territory (Figure 2). The European Central Bank (ECB) has 

Are German bonds the next widow-maker?

A ‘widow-maker trade’ refers to a seemingly obvious investment opportunity that 
never works out, leaving a trail of failed investing careers in its wake. The most 
famous of these widow-maker trades is betting against Japanese government bonds. 
For years, investors have been positioning for rising Japanese bond yields, without 
much success. Are German government bonds, now at historic lows, the next 
widow-maker (Figure 1)?

Hao Ran Wee
+ 44 (0)20 3134 0612
haoran.x.wee@barclays.com

Asset Allocation

FIGURE 1: German bond yields catching down to Japan’s

 
-2

0

2

4

6

8

10

1989 1994 1999 2004 2009 2014

Germany 10-year bond yield

Japan 10-year bond yield

(%)

Source: FactSet, Barclays, as at 30 August 2019. 

FIGURE 2: German inflation now trends as low as Japan’s
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little room to cut rates, and has been running its own bond 

purchasing programme to stimulate the economy. Many claim 

these factors will keep German bonds permanently trapped in 

a low interest rate environment.

Inflation expectations have held up in 
Germany
Yet, there are important differences as well. For one, 

expectations for future inflation haven’t completely collapsed 

in Europe. 

An important part of a central bank’s job is to convince 

investors that it can get inflation back to target whenever 

inflation is too high or too low. Since Japan experienced long 

periods of low inflation, investors have long ceased to believe 

that the BoJ can ever hit its inflation target. 

There are signs that Japanese businesses/workers set their 

future prices/wages based more on past inflation, and less on 

future expectations. This means that low past inflation begets 

low future inflation – a feedback loop. 

This dynamic may be present in Japan, but less so in Germany. 

Over the past few years, we have seen European inflation 

expectations fall, but they are nowhere as low as Japan’s. 

This signals that investors still have some belief in the ECB’s 

inflation target, and that Germany isn’t yet trapped in that 

feedback loop.

Germany has a smaller captive 
market
Another crucial difference is the ownership structure of 

the German bond market. As mentioned earlier, there is a 

persistent source of demand for Japanese government bonds 

from domestic investors. Many of these domestic investors 

aren’t necessarily buying their own government’s bonds for 

the returns. 

For example, think of a Japanese pension fund needing to 

hold a domestic bond to plug its future payment obligations, 

or a Japanese bank that’s required by regulation to hold a 

certain amount of domestic bonds, or a Japanese household 

that thinks domestic bonds are safer to own. These domestic 

investors tend to be less sensitive to the low yield on offer from 

Japanese bonds. 

On the other hand, domestic investors make up a smaller 

proportion for German bonds. Almost half of them are owned 

by non-European investors, who are probably more return-

sensitive and less willing to stick with them if yields are too 

low. To put it simply, German bond investors are less willing to 

put up with too low yields.

Germany has more fiscal room
Finally, the German government has more room to borrow 

and spend. Germany has long been prudent in managing its 

finances. Its world-class manufacturing industry also makes 

it an export powerhouse, providing Germany with large trade 

surpluses. These surpluses can then be recycled to fund 

domestic spending, rather than outward foreign investments 

as was in the past. 

Today, the total size of Germany’s government debt pile 

stands at 60% of its economy (for Japan, it’s 250%). This 

allows Germany to implement more spending programmes to 

support growth and inflation – a luxury that many developed 

countries can’t afford these days. 

Investment conclusion
Whether German bonds end up being a ‘widow-maker’ 

depends mostly on whether policymakers are able to get 

inflation back to target eventually. Admittedly, it’s hard 

to see what else the ECB can do, besides opting for more 

unconventional policies like ‘helicopter money’.1

Governments may have to take up some of the slack from 

central bankers. The eurozone countries that have room to 

do so may need to spend more in order to stimulate growth. 

But even if more spending does happen, it’s still uncertain how 

effective it would be. After all, the Japanese have tried the same 

thing without much effect. 

The honest answer is that only time will tell. Widow-maker 

trades are only identified with the benefit of hindsight 

anyway, otherwise they wouldn’t have earned that moniker in 

the first place.

1  This refers to the central bank printing money and handing it over to the government/populace to spend, in order to stimulate the economy. 
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European equities – the bifurcation between 
value and growth
A lot has been written in recent years about the difference in performance between 
value stocks and growth stocks. It feels as if this bifurcation has reached a crescendo 
this year, manifested by the performance within European equity markets.

Specifically, the MSCI Europe Value Index has risen less than 8% this year, whereas the 
MSCI Europe Growth Index has risen over 23% year to date (Figure 1). While we have 
seen this phenomenon in other markets, it is most pronounced in Europe. It has been 
driven by banks in particular which have fallen by over 16% in the last 12 months.  

Valuations
The bear case for European banks is that the region’s 
economy is slowing, loan growth is sluggish, and that a 
declining and close to flat yield curve does not bode well 
for margins. Unlike in the US, for example, the industry 
in Europe is fragmented and the banks have not cut their 
costs nor addressed their bad loans sufficiently. ‘Quality 
growth’ names and bond proxies have continued to 
outperform – with IT, utilities and luxury firms leading the 
pack. The divergence in performance is similarly reflected 
in the valuations. Figure 2 exemplifies this – three-quarters 
of all companies are valued either cheaply (with a PE ratio 
below 14x) or expensively (with a PE ratio above 20x). 
The middle ground is extraordinarily sparse. 

Fund universe
This trend has been building for over a decade and, as a 
result, the number of European equity funds that follow 
a value approach as distinct from a growth approach 
has plummeted. Being a value manager has been a very 
challenging and dispiriting existence. As a consequence, 
the fund universe has dwindled dramatically. For instance, 
there are 21 pan-European growth equity funds which 
have at least £500m in assets, comprising over £30bn in 
total. However, there are just 11 such value-oriented funds, 
comprising less than £10bn in total. There are just 3 value 
funds with more than £800m in assets but 13 such growth 

funds of at least this magnitude.1

Investment conclusion
Many things in finance go in cycles, and the performance 
of value versus growth is no exception. The big question is 
when the trend will revert to the mean. Arguably the longer 
the wait, the stronger the snap back. There are clearly 
relatively few funds positioned for this time! 

Ian Aylward
+ 44 (0) 203 134 6623 
ian.aylward@barclays.com

FIGURE 1: Performance of the MSCI Europe Value Index 
versus the MSCI Europe Growth Index year to date
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Past performance of investments is not a reliable indicator of their 
future performance.

Figure 2: Number of MSCI Europe ex-UK stocks by forward PE
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1  Morningstar Direct.
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Climate change, sustainability  
and the role of finance
The Paris Climate Agreement set a limit of no more than 2°C global warming above 
pre-industrial levels, with a more aspirational target of 1.5°C, if we are to prevent a 
positive feedback loop of devastating climate change.

The task of limiting this rise in temperatures is monumental. While limiting warming to 1.5°C is  
possible within the laws of chemistry and physics, accomplishing the necessary transformation  
will require a huge redirection and increase in public spending on infrastructure, research and  
development, and assistance to lower income countries. 

Increasingly, it has been questioned whether our current political institutions are capable of delivering the necessary measures. 
This is for good reasons. 

A fundamental problem with addressing climate change from a political standpoint is that it is underpinned by a time lag. There 
is a mismatch between, on the one hand, those making the decisions (about extraction of fossil fuels, deforestation and non-
investment in renewables) and, on the other hand, those forced to live with the impact of those decisions. Clearly, the real impact 
of these decisions is already being felt in some places. But, crucially, their effects also reach future generations, and those people, 
by definition, have no say.

This mismatch is exacerbated by our political institutions which are inherently geared towards the short term. 

First, parties want to win elections and to do this they will offer short-term benefits to voters, even at the cost of long-term harm. 
Politicians will, for example, be very reluctant to raise fuel tax for fear of losing support from drivers – look to the ‘gilet jaunes’ in 
France – even though higher fuel prices are an important step in lowering emissions. 

Second, future citizens obviously cannot vote. Not only can they not vote; they cannot speak, campaign or protest; they cannot use 
any of the normal accountability mechanisms we have.

Third, politicians have little incentive to implement policies whose benefits materialise later. This point was made bluntly by David 
Stockman – Reagan’s Budget Director – in 1981. When questioned over how he would address the US’s pensions problem he 
retorted that he had no plans to use “a lot of political capital on some other guy’s problem in 2010.”

Finally, our political systems suffer from ‘inter-temporal anarchy’. Tackling climate change requires cooperation over time. The 
problem is that each generation is serially independent, creating an issue of intergenerational non-compliance. One generation 
might implement some green policies, only for their successors to undo them.

In the face of these systemic issues, many have called for radical reform of our political institutions. What is clear, however, is that 
even with the necessary political innovations, climate change cannot be addressed by politics alone. As the Bank of England’s 
Governor, Mark Carney, has stressed numerous times, financial markets will play a critical role in driving the decarbonisation of the 
global economy.

A role for financial markets?
Some might question why markets ought to play a role in the mitigation of climate change. It is a social issue to be dealt with 
exclusively by governments, some say. Yet, there are at least two key reasons why finance ought to share the responsibility of 
tackling climate change. 

First, on a practical level, financial markets are incredibly powerful and efficient instruments for generating social transformation. 

Second, markets are not morally neutral instruments. On an abstract level, the capitalist system is built on fundamental 
assumptions about human beings, principles of distributive justice, notions of the common good, the value of the environment 
and the role of the state. These assumptions are not amoral. When Adam Smith and the founding fathers of economics first 
started thinking and writing about free markets, they did so first and foremost as moral philosophers, steeped in a concern for the 
promotion of general welfare. 

MultiManager

Tom Harris



Compass  Autumn 2019 |  13

1  Foreign Policy, 2019.

Putting these together, finance has a clear responsibility in 
tackling the enormous human and financial costs of climate 
change which present severe threats to collective well-being 
from which no country is immune.

What can finance do?
According to authoritative estimates by the OECD and the 
IPCC, an energy transition adequate to stabilise global warming 
will involve investing trillions of dollars per year over the next 
two decades. It is financial markets which will facilitate this 
mobilisation of capital. 

Certainly, decarbonisation will create losers. Investment in 
renewables is not free. If undertaken on the scale needed, 
which will run into the tens of trillions of dollars over several 
decades, it will tighten consumption and investment spending 
in other activities.

Figure 1: The carbon budget versus carbon in fossil fuel 
reserves

Scientists refer to the cumulative carbon emissions needed to 
maintain a global temperature rise below 2 degrees Celsius 
as the carbon budget, estimated at between 590 and 1,240 
gigatons of carbon dioxide. The carbon potential of total 
reserves of fossil fuels is estimated as 2,750 gigatons of carbon 
dioxide after 2015, most of it from coal.

Source: Foreign Policy, 2019. Note: Carbon budget estimates depend on a number 
of factors, including the probability of warming staying below 2 degrees Celsius and 
the contributions of non-carbon emissions.

Furthermore, legacy energy assets have to be decommissioned. 
Assuming no spectacular breakthrough in carbon capture 
or geoengineering, if we are to stabilise temperatures below 
catastrophic levels, the majority of remaining fossil fuel 
reserves will need to stay in the ground (Figure 1). Leaving 
that energy untapped will mean as much as $28 trillion in lost 
revenue for oil, gas, and coal companies over the next 20 years. 
And that matters for the financial system because investors 
already own bonds and shares connected to those assets. 
All told, one-third of equity and fixed income assets issued in 
global financial markets can be classified as belonging to the 
natural resource and extraction sectors, as well as carbon-
intensive power utilities, chemicals, construction, and industrial 
goods firms. Decarbonisation would essentially strand those 
assets, resulting in losses in asset values for the energy sector 
of $1 trillion to $4 trillion.1

Green bonds
Yet, there is no reason why an environmentally stable economy 
should be restricted to zero growth – decarbonisation will 
bring exciting new opportunities of growth for investors. 
One in particular is the green bond sector. Green bonds are 
fixed income securities designed to raise capital specifically 
earmarked to be used for climate and environmental projects. 
The first green bonds were issued by the World Bank in 2008. 
By 2018, that market had expanded to an annual volume of 
$170 billion. The central banks hope to further encourage 
that growth by developing legal standards and an agreed 
classification of what actually constitutes green finance.

The task for private investors is to find the right opportunities 
that satisfy the environmental, social and governance criteria 
necessary for a sustainable portfolio, while ensuring that 
capital deployment profitably captures the tailwinds of a green 
economy. 

Conclusion
Finance has an important opportunity to facilitate the 
necessary social and economic transformation to a carbon-
neutral economy. Moves in this direction not only make sense 
for social welfare, but they also make sense for private returns. 

Milton Friedman (1970) notoriously branded ‘social 
responsibility’ a “fundamentally subversive doctrine”, holding 
that the “social responsibility of business is to increase its 
profits” so long as it stays within the rules of the game. More 
and more in the future, though, Friedman’s maxim will be 
flipped on its head: it is precisely by promoting desirable social 
ends that business will make its profit.

MultiManager
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Tactical Asset Allocation

The View from the Asset Allocation Forum

Diversification remains the watchword –  
our tactical positioning
Weaker trends in economic data signal that global recession risks are rising. However, it’s important to 
remember that rising recession risks doesn’t mean one is imminent. The last time the world economy 
weakened to this extent was in 2016. Back then, the world did not fall into recession, and stocks eventually 
rallied a few months later.

Developed Government Bonds: Underweight
• The relentless rally bond markets have enjoyed  

this year has somewhat reversed in recent weeks,  
as yields moved sharply higher. Despite economic data  
remaining bleak, we still believe markets are pricing in an  
overly pessimistic scenario.

• With yield curves this flat, the compensation for assuming interest rate 
risk is low. This means global Treasuries look expensive and have an 
unattractive risk/reward profile from a tactical standpoint.

Emerging Markets Equities: Neutral
• Emerging Markets Equities have almost fully recovered the sharp losses 

experienced at the end of July, following a re-escalation in trade tensions 
between the US and China.

• Both the US and China announced additional tariffs, and China allowed its 
currency, the yuan, to weaken past 7 per dollar. Talks are set to resume, but a 
resolution doesn’t appear imminent.

• The latest activity data remains weak and lead indicators are still pointing 
towards waning growth prospects, so we remain neutral. 

Cash & Short-Maturity Bonds: Overweight
•  The weaker global economic backdrop has reaffirmed market expectations of interest 

rate cuts from central banks.
• While central banks are committed to using whatever is left at their  

disposal to support economic growth, there is doubt over the  
efficacy of negative interest rates to achieve this.

• Our overweight to this asset class is a function  
of underweights in others. We are looking  
to deploy cash when opportunities arise.

High Yield & Emerging Markets Bonds: 
Underweight
• After initially widening, credit spreads 

ended the quarter tighter. At the same 
time, underlying fundamentals, such as 
leverage and interest coverage ratios, 
have begun to deteriorate. This has been 
driven by weaker revenue growth and 
margins.

• Weakening fundamentals and increased 
uncertainty over the economic backdrop 
don’t appear to be fully reflected in credit 
spreads – valuations currently look rich 
relative to history.

Alternative Trading Strategies: 
Neutral
• This is a heterogeneous asset 

class with little tactical appeal at 
the moment.

• We typically use this asset class 
as an alternative source of 
funding.
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Tactical Asset Allocation

Investment Grade Bonds: Underweight
• Credit spreads tightened during the last quarter, in spite of leading 

economic indicators pointing to a muddier growth outlook. Current 
valuations are beginning to look expensive, particularly in the context of 
prevailing risks.

• Our previous research shows credit spreads widen well in advance of 
an economic peak. Given global recession risks are rising, we remain 
underweight in portfolios.

Here, we explain our current thinking behind our Tactical Asset Allocation (TAA). Please refer to the glossary below for an explanation 

of the terminology.

This is our view but it’s important to appreciate that predictions of future investment conditions are always uncertain. Outcomes may 

differ from those that we expect. Circumstances might change or we could be wrong. We don’t give personal investment advice. 

You make your own decisions. If you’re unsure, seek independent personal advice. 

We maintain a long-term Strategic Asset Allocation (SAA) for five risk profiles, based on our outlook for each asset class. We also 

make tactical adjustments to our portfolio, mainly based on our shorter term (three-to-six month) outlook. Here, we share our latest 

thinking on our key tactical exposures.

Developed Markets Equities: 
Overweight
•  Developed Markets Equities posted small gains this quarter amidst a 

steadily moderating global growth outlook, which shows few signs of 
abating. 

• Valuations don’t appear to be excessive, while sentiment remains 
subdued. Our overweight position is a function of our relative views 
versus Real Estate.

Commodities: Neutral
• Tactically, commodities 

remain an area of low 
conviction for us.

Real Estate: Underweight
• We are underweight as part of our relative view versus 

Developed Markets Equities. Our previous research has 
shown that relative returns are negatively related to 
higher bond yields.

• While economic data has indeed continued to mostly 
disappoint, a lot of monetary policy easing and bad 
news has already been priced into the bond market. 
In our view, this leaves risks skewed to the upside for 
bond yields, which would be supportive for relative 
returns.

Glossary
Strategic Asset Allocation (SAA): the long-term view based on our 
outlook for each asset class
Tactical Asset Allocation (TAA): tactical adjustments relative to our 
SAA, mainly based on our shorter term (three-to-six month) outlook 
Overweight: tactical exposure to a particular asset class which is in 
excess of our long-term allocation (SAA)
Underweight: tactical exposure to a particular asset class which is less 
than our long-term allocation (SAA)
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Source: FactSet, Barclays, as at 16 September 2019 (*ATS as of 13 September 2019). Asset classes in USD and represented by the following indices: Cash & Short Maturity-Bonds, Bloomberg Barclays 
US Treasury Bills; Developed Government Bonds, Bloomberg Barclays Global Treasury Hgd; Investment Grade Bonds, Bloomberg Barclays Global Agg Corp Hdg; High Yield and Emerging Markets 
Bonds, ICE BoAML US HY Master II Constrnd (40%), JPM EMBI Global Diversified (30%), JPM GBI-EM Global Diversified (30%) from 1 August 2016, ICE BoAML US HY Master II Constrnd (50%), 
JPM EMBI Global Diversified (20%), JPM GBI-EM Global Diversified (30%) from 15 January 2018; Developed Markets Equities, MSCI World NR; Emerging Markets Equities, MSCI EM NR; Commodities, 
Bloomberg Commodity; Real Estate, FTSE EPRA/NAREIT Developed NR; Alternative Trading Strategies (ATS), HFRX Global Hedge Fund. For a table of historical discrete annual performance, please 
see the Appendix.

Past performance does not guarantee future results.

FIGURE 1: Tactical asset allocation (as at 20 September 2019)

FIGURE 2: Total returns across key asset classes

2019 (to 16 September)

Alternative Trading Strategies

Real Estate

Commodities

Emerging Markets Equities

Developed Markets Equities

High Yield and Emerging Markets Bonds

Investment Grade Bonds

Developed Government Bonds

Cash & Short-Maturity Bonds

7.8%

17.7%

5.4%

8.5%

10.5%

11.2%

18.3%

1.7%

7.6%

Asset Class Strong 
Underweight Underweight Neutral Overweight Strong 

Overweight

Cash & Short-Maturity Bonds 

Developed Government Bonds 

Investment Grade Bonds 

High Yield & Emerging Markets Bonds 

Developed Markets Equities 

Emerging Markets Equities 

Commodities 

Real Estate 

Alternative Trading Strategies 

Fixed Income

• Underweight global Treasuries as 
current valuations look expensive. 
A lot of monetary policy easing and 
bad news has already been priced into 
the bond market. 

• Underweight investment grade and 
high yield bonds as we see heightened 
credit risks at this point in the cycle.

Equities

• Weak data, a re-escalation in trade 
tensions, and dimming growth 
prospects mean that Emerging 
Markets Equities don’t look attractive 
– we are currently neutral.

• Overweight Developed Markets 
Equities as a function of our relative 
view versus Real Estate.

Alternatives

• Underweight Real Estate as a function 
of our relative view versus Developed 
Markets Equities. Our research shows 
relative returns are negatively related 
to higher bond yields.

• Commodities remain an area of low 
conviction for us.

Tactical Asset Allocation
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Appendix

FIGURE 1: Asset class annual returns, 2014-2018

Higher 
Return

2014 2015 2016 2017 2018

15.0% 1.4% 13.9% 37.3% 2.8%

8.1% 0.1% 11.8% 22.4% 1.9%

7.6% -0.2% 11.2% 13.9% -1.0%

4.9% -0.8% 7.5% 10.4% -3.7%

2.8% -0.9% 7.2% 10.3% -5.6%

1.0% -3.6% 6.2% 6.0% -5.8%

0.1% -3.6% 4.1% 5.7% -6.7%

-0.6% -6.7% 3.9% 2.1% -8.7%

-2.2% -14.9% 2.5% 1.7% -11.2%

-17.0% -24.7% 0.4% 0.8% -14.6%

Lower 
Return

List of indices used: Cash & Short-Maturity Bonds: Bloomberg Barclays US T-Bills (USD); Developed Government Bonds: Bloomberg Barclays Global Treasury (USD Hgd); 
Investment Grade Bonds: Bloomberg Barclays Global Aggregate – Corporates (USD Hgd); High Yield & Emerging Market Bonds: 50% ICE BoAML US High Yield (USD), 
20% JPM EMBI Global Diversified (USD Hgd), 30% JPM GBI-EM Global Diversified (USD); Developed Market Equities: MSCI World Net (USD); Emerging Market Equities: 
MSCI EM Net (USD); Commodities: Bloomberg Commodity (USD); Real Estate: FTSE EPRA/NAREIT Net (USD); ATS: HFRX Global (USD Hgd). Source: Bloomberg, FactSet, 
as at 31 December 2018.

FIGURE 2: Discrete annual returns

MSCI Europe Value MSCI Europe Growth

2014 6.2% 8.6%

2015 1.2% 16.4%

2016 8.2% -1.7%

2017 9.0% 12.9%

2018 -11.0% -9.1%

Source: FactSet, Barclays, as at 31 December 2018.

Past performance of investments is not a reliable indicator of their future performance.

  

 

 Cash & Short-Maturity Bonds  Developed Government Bonds  Investment Grade Bonds  Risk Profile 3 SAA

 High Yield & Emerging Market Bonds  Developed Market Equities  Emerging Market Equities

 Commodities  Real Estate  Alternative Trading Strategies
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Source: Bank of America Merrill Lynch, FactSet, Barclays

Source for Figures 5-6: FactSet, Barclays 
*Monthly data with final data point as of 16 September 2019. 

Past performance does not guarantee future results. 

Source: FactSet, Barclays

Source: FactSet, Barclays

FIGURE 1: Short-term interest rates

FIGURE 3: Inflation-linked real bond yields (global)

FIGURE 5: Government bond yields: selected markets

FIGURE 2: Government bond yields (global)

FIGURE 4: Inflation-adjusted spot commodity prices

FIGURE 6: Global credit and emerging market yields

Interest rates, bond yields, and commodity and equity prices in context*
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All sources on this page: MSCI, FactSet, Barclays.

Past performance does not guarantee future results. 

FIGURE 7: Developed stock market, forward PE ratio

FIGURE 9: Developed world dividend and credit yields

FIGURE 11: Global stock markets: forward PE ratios

FIGURE 8: Emerging stock market, forward PE ratio

FIGURE 10: Regional quoted-sector profitability

FIGURE 12: Global stock markets: price/book value ratios
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Real GDP Consumer prices

2018 2019 2020 2018 2019 2020

Global 3.9 3.1 3.1 2.4 2.1 2.1

Advanced 2.2 1.6 1.0 2.0 1.5 1.6

Emerging 5.1 4.2 4.6 2.9 3.0 2.8

United States 2.9 2.2 1.6 2.4 1.7 2.0

Euro area 1.9 1.2 0.6 1.8 1.2 1.1

Japan 0.8 0.8 0.3 0.9 0.8 1.0

United Kingdom 1.4 1.1 -0.5 2.5 2.0 2.7

China 6.6 6.0 5.5 2.1 2.5 2.0

Brazil 1.1 1.0 2.1 3.7 3.7 3.4

India 7.4 5.6 7.4 3.9 3.1 4.3

Russia 2.3 1.0 2.0 2.9 5.0 3.8

Barclays’ key macroeconomic projections

Source: Barclays Research, as at 13 September 2019.

Note: Arrows appear next to numbers if current forecasts differ from previously by 0.2% or more for annual GDP and by 0.2pp or more for Inflation. Weights used for 
real GDP are based on IMF PPP-based GDP (5yr centred moving averages). Weights used for consumer prices are based on IMF nominal GDP (5yr centred moving 
averages). Aggregates for CPI exclude Argentina and Venezuela inflation rates.

FIGURE 1: Real GDP and consumer prices (% y-o-y)

→
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